dollars) of total shared and common costs and then to allocate the pool of costs to the various
perwork elements. Amesitech Michigan's rationale is that shared costs do not exbidit much
sensitiviry to demand and do pot vary at all in proportion to volume-sensitive costs. Ameritech
Michigan 2dds that common costs do not vary a1 all with the level of output demanded. [n any
event, Ameritech Michigan says, the percentage allocators adopted by the Commission are 100
low 10 recover its shared and common costs.-- - -

In addition, Ameritech Michigan states, there is a compatazional error in the manaer that
MCI and AT&T applied the fixed allocator. Because thired and common costs enadle service
t0 be provided throughout the local exchange service territories of Ameritech's five-state region,
the costs must be allocated over Ameritech’s operations for the eatire region. The denominator
of the allocator expresses the cumulative total ¢lemenr long run incremental costs of providing
unbundled petwork elements in all of Ameritech’s operating areas (and is known as the
“exiended TELRIC"). Accerding 10 Ameritech Michigan, the July 14, 1997 order altered some
of the cost inputs used to compute the extended TELRIC, thereby requiring a corresponding
adjustment to the depomipator of the allocator, which MCI and AT&T ignored. Applying the
adjustment, Ameritech Michigan computes an increase in the allocator of about $% percentage
points, assuming that the other cost inputs in 1he July 14, 1997 order remain upchanged. Aff.
cf Ruth Ann Cartee, filed Oct. 20, 1997, at para. 29 (confideqrial version).

AT&T and MCI, collectively, (AT&T/MCT) say that Ameritech Michigan's proposal for
ailocating shared and common costs is excessive. AT&T/MCI argue that although che accuracy
and reliability_of 1997 Ameritech preliminary budget data are doubtful, the more fundamental

flaw is the methodology, which relies upon embedded costs instead of forward-looking cost
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projections, fails to accammodate expected future growth in demand, fails 1o consider whether
the costs reflect ap efficient operation, and allocates a disproportionate share of the costs to
regulared services. AT&T/MCI say that only one part of the budget, representing Ameritech
Information Industry Services (AIlS), acrually increased and the others declined. According to
AT&T/MCI, the ATIS budget increase makes an. unrealistic assumption, which is that AOS is a
start-up business and does pot share in the ecopomies of scule of Ameritach’s overall operations.

AT&T/MCT contend that a fixed percentage: allocator for shared and commmon costs is
necessary 1o ensure that the allocations do ot become upduly sensitive 1o changes in the
forecast of demand for the units of output 10 be provided. They suggest that Ameritech
Michigan's demand forecasts are arbitrary and unreliable.

According to AT&T/MCI, Ameritech Michigan's proposed adjustment to the extended
TELRIC in computing a fixed allocator is inappropriate because it ignores the countervailing
effects of the price elasticity of demand. In other words, AT&T/MCI explain, if the extended
TELRIC declines, the price of the unbundled network elements would also decline, thereby
simulating more demapd for the elements. AT&T/MCI claim that the additiona] revenues
resulung from the increased demard will offset the revepue shortfall from the price reduction.
Although they cannot compule the precise effects of price elasticity, given tﬁax Ameritech
Michigan did not provide them with studies analyzing the price/demand relationship,
AT&T/MCI sugpest that it is fair to infer a one-to-one inverse correlation, thereby avoiding any

adjusunent for changes in the extended TELRIC.

The Attorney General does not object 1o the shared and common cost allocaror adcpred in

the July 14, 1997 order. However, he does claim that even lower allocations might be

Page 1.0
U-11280



appropriate to cnsure that a disproportionate share of the costs are not being shifted 1o clements
thar are pecessary for competition. As an alterpative, he suggests that the Commission revise
the allocator downward 10 10% 2s a conservative estimate of shared and common costs.,

The Saaff agrees with AT&T/MCI that Ameritech Michigan’s reliance on updated budgets
and expenditures for 1997 proves nothing. The Staff further conrends that it is inappropriate for

Ameritech Michigan to allocate a2 disproportiomatc amount of the shared and common costs 0
rewail services. The Staff adds that aothing done in this case should be understood as conferring

approval for Ameritech Michigan's recent retail study of shared and commmon costs, which is
currently at issue in Case No. U-11573 (relating to federal universal service support).

The Staff does agree in principle with Ameritech Michigan's view that its extended TELRIC
must be adjusted for changes in the cost inputs used in the TSLRIC studies, as approved in the
July 14, 1997 order.

In responding to AT&T/MCI’s comments regarding the price elasticity of demand,
Ameritech Michigan says that there is po accepted technique for estimating elasticity in a new
market .for which po prior sales data exist. Ameritech Michigan also contends thar
AT&T/MCT’s assumption that there is a one-t-one relationship between price and demand is
arbitrary and lacks any basis in economic theory.

The Commission finds that the affidavits aod comments sudmitted during rebearing do not
provide a basis for altering the determinarions regarding shared and common costs in the
July 14, 1997 order. Although Ameritach Michigan disagrees with the Cormmission's decision
to adopt AT&T/MCI wimess Brad Behounek's approach, it does not offer any new or convine-

ing information 1o persuade the Commission that Mr. Bebounek's approach was not the most
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suitable of those supported on the record. Ameritech Michigan's revised budget data for 1997
simply update the preliminary data it used in irs injual presentation. It proves linle more than
that some of the budgeted items may have been t0o low and others 100 high.

However, the Commission does accept Ameritech Michigan's adjustment related to the
extended TELRIC, which the Staff also supported. Chapges in cost inputs required both by this
order and the July 14, 1997 ordér would necessarily affect the exteaded TELRIC and should be
reflected in the denominazor of the shared and common cost allocator. AT&T/MCT's reliance
on the price elasticity of demand as 2 basis for igporing the adjustment is not persuasive. Their
-antempt 1o esdmate the relationship between price aod demand is speculative.

In a separate order issued today in Case No. U-11573, the Commission requires Ameritech
Michigan to file a revised forward-looking ecoromic cost study for use in determining federal
universal service support. Unlike the studies approved in Case No. U-11280, the revised cost
study that Ameritech Michigan will file will be based om its proposed retzil shared and common
cost study, which will become directly at issue in the unjversal support cost study docket.
Nothing in this order addressing the rebearing issues in Case No. U-11280 should be interpreted
as approving either the proposad retail shared and common cost study or other proposals in the

universal suppor cost study case.

Unbundled Local Switching

Ameritech Michigan's comments in support of additional charges for the vertcal features of
the Jocal switch do not meet the standard for rehearing, hut instead they reiterate the same
arguments that the Commission previously found unpersuasive. In making these arguments,

Ameritech Michigan relies on the same workpapers that the Commissicn previously rejected as
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inzdequate as well as some cxcerpted pages of its cost model doamepwation. This showing does
not demonstrate that there are ccsts associated with the vertical feantres that are in addition to

those incurred to use the basic switching function (and recovered through the charges for

unbundled local switching).

Common Transport

In the July 14, 1997 order, the Commission mandawddm Anxnwch!vbch:.gan p;rovide -
common transport or unbundled access to the same public switched petwork that Ameritech
Michigan uses to serve its retail customers. In seeking rebearing on this issue, Ameritech
Michigan made reference to the FCC's subsequent issuance of the Third Order on Reconsidera-
tion and Furtber Notice of Proposed Rulemaking, Implementation of the Local Competition
Provisions in the Telecommmunications Act of 1996. FCC $7-295 (Aug. 18, 1997). Although
Ameritech Michigan viewed the FCC order as unlawful, it conceded that the terms of the order
would alter irs obligations to provide unbundled transport, if they survived subsequent legal
challeng;s.

After the Commission’s order grantng rehearing, the United States Court of Appeals for the
Eighth Circuit issued an order on October 14, 1997, in which it amended a portion of its
opinion in Jowa Udlites Bd v FCC, 120 F3d 753 (CA 8, 1997), certgrd __US_(1998}).' Asa
consequence of the court’s amended decision, Ameritech Michigan now contends that it is under
0o obligation to provide common wansport and proposes to remove all references 10 common

rransport from its tariffs. Ameritech Michigan reiterates its earlier proposal to offer inter-office

'The court's initial ruling in lowa Urtilities upheld in part and vacated in part the rules
promulgated by the FCC in its First Report and Order, Implementation of the Local
Competition Provisions in the Telecommunicarions Act of 1996, 11 F.C.C.R. 13042 (1996).
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transmission facilities on 2 dedicated basis, either w single providers of 10 two or more

providers on a shared basis.

The Eighth Circuit’s decision, as amended, vacated 47 C.F.R. § 51.315(b), which provides

*Except upon request, an incumbent LEC® shall not separate requested network elements that

the incumbent LEC currently combines.® In reaching this result, the coart reasoned

Section 251(c)(3)™ requires an incombe:st LEC 10 provide access to the elements
of its network only on an unbundled (as opposed to a combined) basis. Stated
another way, § 251(cX3) does pot permit 2 aew eptrant 1o purchase the igeum-

bent LEC's assembled platform(s) of combined network elements (or aay lesser
existing combination of two or more elements) m order W offer competitive
telecommunications services. To permit such an acquisition of already combined
elements at cost based rates for unbundled access would obliterate the careful
distinctions Congress has drawn in subsectons 251(c)(3) and (4)*) berween
access 10 unbundled network elements on the one band and the purchase at
wholesale rates of an incumbent’s telecommunicadons rewil services for resale
...is

on the other. Accordingly, the Commission's rule, 47 C.F.R. § 51.315(0))
conmary to § 251(c)(3) because the rule would permit the pew entrant access Lo

the incumbent LEC’s petwork elements on a bundled rather than an unbundled
basis.

Slip op. ar 2.

Anﬁcmcch Michigan interprets the Eighth Circuit’s decision as invalidaring any obligation to

provide common wansport. Ameritech Michigan characterizes common transport as the
undifferentiated use of its entre nerwork Jom the end-use customer's switch line port 10 the
called party’s end office line port. As such, Ameritech Mickigan comends, an obligation to

offer commop transport would impermissibly compel the incumbent to provide pre-assembled

1A LEC is a local exchaoge carrier.

347 USC 251(c)(3).
*47 USC 251(c)(4), which requires ircurobent LECs w0 offer for resale at wholesale

rates services that they provide on a retail basis.
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combinagons of various elements, including unburdled local switching, inter-office transmission
facilities, and unbundled tandem switching. Amerstech Michigan ¢ites the FCC's stazements in
its Third Ordet on Reconsideration, paras. 42, 47 & 6.127, which acknowledge that common
transport cannot be effectively disassociated from local switching and that a competing carrier

could not, as a practical maner, purchase common transport without also purchasing local

switching from the incumbént.?

Ameritech Michigan farther contends that even if commmon transport could be viewred as
distinct from local and tandem switching, it would still enrail an impermissible combination of
network elements. According to Ameritech Michigan, each of the inter-office wransmission links
connecting two end offices, two tandem switches, or an end office and a tandem switch, is itself
a distinct eJement. Ameritech Michigan reasons that 2 service providing for the wansmission of
signals over its entire network of inter-office transmission facilities would impermissibly

combine those elements, contrary to the Eighth Circuit’s holding. |
Ameritech Michigan also argues that the Commission cannot requireé common transport 1o
be offcreﬁ pursuant o its authority under the Michigan Teiecommunications Act,
MCL 484 .2101 et seq.: MSA 22.1469(101) et s2q., because the Eighth Circuit's ruling
preemapts state law in this respect. Ameritech Michigan draws this conclusion from the Eighth
Circuit's observation that mandaring combipaticns of elements *would obliterate the carefu]
distinctions Congress has drawn . . . between access to unbundled ne-tWork clements on the one

band and the purchase at wholesale rates of an incumbent's telecommunications retail services

for resale on the other.” Order amending Iowa Utlities, slip op. a1 2. Ameritech Michigan

*The FCC actually refers to "shared transport,” b, in doing so, it makes reference to
a concept that is synonymous, or virrially so, vith common mansport.
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argues that a state-imposed obligation w0 provide common Transpon and other pre.-as;cmbled
combinations of elements would be subject ta presmption because, if otherwise Jeft to stand, it
would erect obstacles to the purposes and policies of the fedéral Telecommunications Act of
1596.

In additon, Ameritech Michigan argues that imposing az obligarion to offer common
Tansport would exceed the Commission's authority, as provided in Section 355(1) of the
Michigan Telecommunications Act, MCL 484.2355(1); MSA 22.1469(355)(1). According to
Ameritech Michigan, Section 355 mandates that unbundlipg of basic local excbange service
proceed no further than jts loop and port components and does not address inter-office
transmission faciliies or tandem switching. Ameritech Mickigan contends that AT&T's and
MCI's proposals to use common transport for carrying long-distance traffic demonstrate that

common waasport is not an clement of local exchange service.

In response, MCl and AT&T say that the FCC rejected Ameritech Michigan's arguments
opposing common gransport in the Third Order on Reconsideration. Observing further thar the
Eighth Céircuit denied a moton to stay tbe Thirc Order oo Reconsideration,® MCI and AT&T
argue that the FCC order remains in effect and that Ameriiech Michigan must comply with the
order by providing common transport. MCI and AT&T further note that the Jowa Utilities
decision upheld the FCC’s broad interpretation of nerwork elements as including *all of the

facilities and equipment that are used in the overall commercial offering of telecomnmnica-

‘Southwestern Bell Telephione Co v FCC, order of the United States Court of Appeals
for the Eighth Circuit, decided October 30, 1597 (Docket Nos. 97-3389/3576/3663) Oral

arguments on appeal from the Third Order oo Reconsideration were 'heard in Jamuary 1998,
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tons.” 120 F3d 808-09. MCl and AT&T contend that the October 14, 1997 amendment 10 the
lIowa Utiliges opinion should be understood as addressing only the narrow question of whether
an incumbent provider must provide combinations of elements, 2 ruling that does not alter the
court’s broad holding that “a requesting carrier is entitled to gain access to all of the unbundied
elements that, when combined by the requestng carrier, are sufficient to enable the requesting
cartier 10 provide telecommunications services.” 120 F3d 815. .AT&T states that the court's
amended opinion did not purpon o redefe ﬁ:.y unbundled né&od element or even address
COMIMOB ransport.

AT&T further contends that Amerizech Michigan's obligation under federal Law to provide

access to its unbundled network elements, as rzaffirmed in Jowa Utlities, means all elements,

including common transport. AT&T responds o Ameritech Michigan's claim that unbundled
elements are discrete facilities or equipment by stating that no single element is capable of
providing a service by itself, but that each is functionally interdependent and can only be used
when combined with ochers. AT&T asserts that federal law confers the right to purchase any
single \;nbundled network element or all of them as 2 complete package capable of providing
local exchange service.

MC] and AT&T contend that nothing in the Eighth Circuit’s decision or its underlying basis
in federal law precludes state cormmissions, acting under state law, from ordering incumbenrs 1o
provide combinagons of elements or to refrain from disassembling elements that were previ-
ously combined. They say thar federal law sets minimum requirements for unbundling, but does
not preclude the stares from adopting more demanding requirements of their own to prohibit

discrimination and promote competition. They further explain that the Eighth Circuit merely
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held that the FCC lacked authority under federal law to protulgate 2 rule, but that the court did

not preempt the states from adopting the same standard.
Regarding the issue of preemption, MCI and AT&T cite Section 251(d)(3) of the federal

act, which provides:

In prescribing and enforcing regulations to implement the requirements of
this section, the {FCC] shan not prccludc the enforcement of any regulation,

order, or policy of 2 State commission that— -
(A) establishes access and iaterconnection obdligations of local exchange carriers;

(B) is consistent with the requirements of this section; and

(C) does not substantially prevent immplementation of the requirements of this
section and the purposes of this part [Part IT, or 47 USC 251 et seq.].

47 USC 251(d)(3).” AT&T further cites the discussion of the court in Jowa Utilities, 120 F3d

806, addressing this stamute:

It is entirely possible for a state interconnection or access regulation, order. or
policy 1o vary from a specific FCC regulation and yet be consistent with the
overarching terms of section 251 and not substantially prevent the implementa-
tion of section 251 or Part 1I. In this circumstance, subsecton 251(d)(3) would
prevent the FCC from preempring such 3 smate rule, even though it differed from

an FCC regulation.

'A similar statutory provision also cited by MCI and AT&T is Section 261(c). which

provides:

Nothing in (Part I} precludes a State from imposing requirements on a
telecommunications carricr for jntrastate services that are necessary to further

competition in the provision of telephone exchange service or exchange access,
as long as the State's requirements are no: inconsistent with (Part I} or the

[FCC’s] reguladions to implement (Part II).
47 USC 261(c).
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AT&T concludes that 2 Commission-imposed coramon transport cbligation would not be
susceptible to preemption because it furthers the purpose of the federal act to introduce
competition into local exchange markets.*

MCI argues that relieving Ameritech Michigan of the obligation 10 provide common
transport in combibation with other elements would mean that the retail services of competing
providers would be inferior to, and mare costly *han, those provided by incumbents.  According
to MCI, discrimination of this variety would violate both Section 251(c)(3) of the federal act and
Sections 305(1) and 355(1) of the Michigan act, MCL 484.2305(1); MSA 22.1469(305)(1),
MCL 484.2355(1); MSA 22.1469(355X1).

AT&T also relies on Section 35S as creating a duty for Ameritech Michigan 10 provide
common wansport. AT&T cites Section 355(2), which provides: *Unbundled services and
points of interconnection shall include ar @ minimum tke loop and the switch port.® Emphasis
supplied in AT&T's reply comments at 10. AT&T interprets this phrase as conferring authority
for the Comumission to require further unbundling, including common transport. MCI focuses
on the s@tow definirion of 2 "port” as "the eatirety of local exchange service [excep: for the
loop], including . . . switching software, local calling, and access to . . . interexchange and
intra-LATA 10]] carriers.” MCL 484.2102(x). MSA 22.1469(102)(x). M1 reasons that the

statutory definition of a port encompasses cormon transport as part of a local calling service.

YAmeritech Michigan says that Section 251(d)(3) does not forestall preemption because
COMmMOBD wansport, in its view, is inconsistert with Secton 251. -
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MCI and AT&T also argue that lowa Unlities does nor alter Ameritech Michigan's
preexisting contractual obligations to provide pre-assembled combinations of elements under its
interconnection agreements.

MCI and AT&T propose that common transport be offered in conjunction with unbundled
local switching for both local and long-distance calling. MCI further proposes (apd AT&T
Supports) a common transport raze of $0.000105 per minute of use, which MCI d&ived from
Ameritech Michigan’s TSLRIC studies for Call Plan 50 and Call Plan 400 (residential reeail)
services. MCl and AT&T also object 1o Ameritech Michigan's tariff provision requiring
competing local exchange carriers to subscribe to dedicazed trunk ports and collocanion, which
they view as an interface with dedicated transport links that would be unnecessary for common
transport. Finally, MCT and AT&T say thart requiring collocation is unnecessary and inefficient
from a technical standpoint and would raise the cost of providing service through unbundled
network elements.

The: Staff says that the Commission should reaffirm the determinations regarding common
u-anspoﬁ in its July 14, 1997 ordetr. The Stafi’s view is that the Eighth Circuit's ruling does not
alter the validity of the July 14, 1997 order. The Staff adds that Ameritech Michigan should be
ordered to delete rariff provisions that are inconsistemt with common transport: e.g., the
requirement that a competing provider subscribe 10 at least ope dedicated gunk port.

The Commission rejects Ameritech Michigan's contention t_l}at the amended opinjon in lowa
Utilities requires a different understanding of the legal considerations applicable to common
transport than that in effect when the Commission issued the July 14 and September 30, 1997

orders in this case. Contrary to Ameritech Michigan's interpretation of the law, the Eighth
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Circuit's amended opision of October 14, 1997 did not purport w0 address common transport,
overrule the FCC's Third Order on Reconsideration, or redefine bow unbundled intes-office
wansmission facilities should be made available. Common transport, as that term is defined by
the FCC and used in this Commission’s orders, is a functonality provided through inter-office
tranamission facilities. Altbough it may be used in conjunction with other equipment and
functionalities to provide a wmpleu tdecommwnmons servu:c itis not mu:mlly different
from the other upbundled componeun of the nctwork in this mpea Ne smgle aompom is
capable of providing local exchange service on i stand- alonc basis. Ameritech Michigan's
argument that common transport embraces several discrete elemzns is basically an argument
over how 10 define a perwork element. The Commission finds that the facilities used o provide
common transport have the unifying characteristics of 2 network function and what it is therefore
appropriate to address common transport as an wobundled network element. Moreover, the
Commission finds much merit in the FCC's rensoning rejecting Ameritech Mjchigan's argu-
ments to the contrary in the Third Order on Reconsideration.

Th; Cormmission further finds that even if Ameritech Michigan's interpretation of federal
Jaw were valid, the Michigan Telecommunications Act requires the Commission to administar
and eaforce the obligatons of incumbent providers to offer common transport. Section 355(2)
states that unbundling of basic local exchange service requires the separation into the loop and
port elements "at 2 minimum.* However, the same principles that mandare upbundling make it
appropriate © censider further disaggregatiorn of basic local exchange service inwo more
constituent clements than simply the 1oop and the port. Morcover, unbundling into more and

smaller componeats or functions of the network furthers the competitive purposes and policies
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of the Michigan Telecommunications Act. The Commission also agrees with MCI that the
statutory definition of “pont”® as “the entiresy of local exchange” (except for the loop) used to
provide local calling is consisteat with the unbunclling concepts of the Michigan Telecommuni-
cations Act and embraces the common raasport function. If it did pot, local calling would not
be a viable means of terminaring any call that did not originate ind;e.samccnqofﬁoe.

The Commission also_r_ejeas the argument thar Jowa Utilities preempes state law, even if
Ameritech Michigar's interpretation of the court decision were valid. The decision reflected the
court’s conclusion of law that the FCC overstepped its statutory authority in requiring incum-
bents to combine multiple nerwork elements. As argued by AT&T and MCI, this bolding does
not inhibit a state commission from mandaring various elements or combinatons of elements |
upder state law. The federal Telecommunications Act of 1996 explicidy preserves states’
authority to impose requirements that accelerate competition in the local exchange marker
beyond what federal law would otherwise mandate. 47 USC 251(d)(3), 261(c).’

Consequently, the Cormmission sees no reason to depart from its previous determination that

Ameritech Michigan should make commou mwansport available as an unbundled perwork

element. The Commission therefore reaffirms the provisions of the July 14, 1997 order relating

*In arguing that a commop trapsport obligation Would impede the purposes and policies
of federal law, Ameritech Michigan apparently relies on the Eighth Circuit's perceived need to
maintain the distinction "between access to unbundled network elements on the one hand and
the purchase at wholesale rates of an incumbent’s telecommunications retail services for resale
on the other.” Order amending lowa Utilities, slip op. at 2. However, providing common
transport as an unbundled petwork element would not erode that distinction. A campeting
provider of local exchange service would continue to face a choice berween the different risks
and benefits of combining cornmaon Tansport with other elemeats (as well as its own facilities),
on the one hand, and purchasing retail Jocal exchange service at the resale discount, op the

other.
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t0 cormmon transport and directs Ameritech Michigan to comply with the order by filing tariff
provisions that fully implement the common traasport obligations.

The Commissijon further finds that, for the most part, it should not consider additional
substantive modifications to common transport a: this stage in the proceedings. Therefore, the
Commission rejects most of the new proposals put forward by MCl and AT&T, including their
proposal to revise the usage-sensitive rate dowgward. However, an exception perwains o
Ameritech Michigan’s mrariff provisions that are based on its original proposal to provide
dedicated transport. As argued by the Staff and others, Ameritech Michigan should be required
to eliminate those tariff provisions mandating clements and services that are not necessary when
a competing provider uses common transport. As examples, the wriffs may not obligate the
provider taking common transport also to pay for a dedicared tunk port of to subscribe 10
collocation as a means of terminating its unbundled access 1o common transport facilities. As
already noted, Ameritech Michigan must also revise its tariffs to be consistent in all other

respects with the July 14, 1997 order’s provisions relating to common ransport.

Resale Dijscount
The Staff's avoided cost model compures the resale discount percentage by dividing the

retail costs that the provider would avoid incwring in 2 wholesale setting by the provider's total
revenues that would be subject 1o resale. As approved in the July 14, 1997 order, the resale
discounts computed under the mode] were 25.96% if the purchasing ;;rovidcr chooses not to use
Ameritech Michigan's OS/DA services and 19.96% if the provider purchases Ameritech
Michigan’s OS/DA services. Although Ameritech Michigan generally accepts the model, it

proposes three revisions on rehearing.
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Ameritech Michigan's first proposed revision addresses the eatmem of OS/DA-related
costs in the computation of the discount applicable 1o providers purchasing services *without
OS/DA." Although Ameritech Michigan agrees; that OS/DA revenues should be removed from
the denominator (revemues subject to resale), it does not agree that the pumerator (avoided costs)
should also be increased by the costs of providing OS/DA. Ameritech Michigan says that those
costs (which appear in accounts 6220—operator systems expense, 6621—~call campletion
services, and 6622—gumber seTvices) would not be charged to *withont OS/DA ™ customers, so

that making an additional provision for them in the numerwor effectively double-counts them.

Second, Ameritech Michigan says that an adjustmert reducing the “withowt OS/DA "

oumerator is necassary to ensure that the OS/TCiA-related retail costs that it would avoid in a
"with OS/DA" wholesale setting are pot doublz-counted in a "without OS/DA™ wholesale
setting. (The cost accounts affected by this adjustment are 6610—marketing and 6623 —customer
services.) In Ameritech Michigan's view, providing OS/DA services copsumes these costs in
the same proportion as any other retail service. To implement this assumption, Ameritech
Michigan computed the ratio of OS/DA revenues 10 total revemues subject (o resale as 6.614%
and reduced the "without OS/DA” avoided costs in accounts 6610 and 6623 by 6.614%.

Third. Ameritech Michigan contends that recent experience in Wisconsin has shown that it
will incur costs for uncollectible accounts in a4 wholesale environmenr. Ameritech Michigan
represents that bankyupt carriers owe it more than $1.5 million, although it bas not written off
any of those amounts. Ameritech Michigan further represents that it incurs losses due to
uncollectible accounts when it bills interexchange carriers for access charges. Ameritech

Michigan proposes that the avoided cost percentage of uncollectible expense be revised from

Page 24
U-11280



100% . as proposed by the Suaff, t0 86.69%, as Ameritech Michigan proposed at the onset of
this case. This adjustment would affect both the "with" apd “without OS/DA" computations.

In response, AT&T states that the resale discount percenrages approved i the July 14, 1997

order are within the range of discounts approved in other states. AT&T does concede that
Ameritech Michigan's first adjustment (related to accounts 6220, 6621, and 6622) is apptopri-
‘ ate. However, AT&T opposes the other adjusmments. AT&T argues wat there aze 00 avoided
| costs related to OS/DA in accounts 6610 and 6623, so that an adjustment to remove those costs
: ;; : in the "without OS/DA" scenario is inappropriate. AT&T also argues that Ameritech Michi-

" gan’s belief that jt will incur some degrec of uncollectible expense in its wholesale business is
speculative and thar indications of bankrupicies or billing disputes affecting Ameritech’s
Wisconsin wholesale customers do got mean that their bills will not be paid.

AT&T also proposes several of its own adjustments. First, AT&T contends that the
avoided cost percenrage applied to accounts 6220, 6621, and 6622 should be 90%, not the 75%
used in the Staff's model. Second, AT&T proposes to increase the numerator of the computa-
tion by additional cost accounts, which it says the Staff ignored.'® The outcome of AT&T's
proposals are resale discount percearages of 28.40% without OS/DA and 26.53% with OS/DA.

MCI criticizes Ameritech Michigan's proposed adjustments for beirg one-sided and

piecemeal. MCI says that the Commission should either reaffirm the discount percenmages

approved in the July 14, 1997 order or adopt MCI’s own rmlcu!aﬁou that follows through on

all of the implications of Ameritech Michigan's position. MCI says its proposed reczlculation

incorporates the first and third of Ameritech Michigan's adjustments, but it rejects the second

'®These accountrs are 6533—operations testing, 6534—operations plant adminiswration,
6560—depreciation - general support, and 7240—operating tax.
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adjustment, which would reduce the avoided cost numerator for OS/DA-Telated costs in
accounts 6610 and 6623. MCI claims that every cost category contains some OS/DA-related
expenses, but that Ameritech Michigan's limited zdjusanenr is selective and aims to lower the
discount.

MCT’s recalculatiop entails several other adjustments. First, it proposes to remove the costs
associated with interstate and intrastate toll access and unregulated services from the compun-
ton on the ground that those services are pot subiect to the resale diseount. To facilitate this
adjustment, it uses Automated Report Management Information System (ARMIS) 43-04 data,
which excludes interstate access costs agd reveoues. Second, MCI contimues, its adjustments, as
well as the cost effect of Ameritech Michigan's first adjustment, would necessarily affect
avoided jndirect costs, which are assumed to bear the same relationship 1o total indirect costs as
the ratio of avoided direct costs to total direct costs. Because MCI applied the cost effects to
reduce the depominator of the rario, its allocation of avoided indirect costs increased.

MCT's recalculation produces resale discounts of 21.81 % without OS/DA and 20.20% with
OS/DA."

Ameritech Michigan opposes MClI's and AT&T's counterproposals. In response to MCI's
recalculation of the discouats, Ameritech Michigan first argues that it is inappropriate w remove
costs of certain services from the denominator of the indirect cost allocator and theq apply the
allocator to an amount of tota! indirect costs that reflects those same services. Second,

Ameritech Michigan argues that it iS pot necessary to adjust for unregulated services because the

"'MCI's computed resale discount percentages appear in its revised Exhibit DLR-S,
whch was filed with its reply comments on December 5. 1997 and correct its coryputations
that were filed in an earlier phase of the case.
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approach adopted by the Commission used ARMIS 43-03 datz, which excludes unregulared
revemues and costs.

With respect 0 AT&T's proposal 1o change the avoided cost percentage for the marketing
and customer service accounts from 75% to 90%, Ameritech Michigan says that 75% is
conservative, given that 25% of the costs suppor 1ell access services that will not change in a
resale environment. Ameritech Michigan criticizes AT&T s inclusion of avoided costs
associated with other accounts as spcculaﬁvé and unrealistjc in & wholesale seating.

The Staff concedes that Ameritech Michigan’s first adjustment, relating to the removal of
OS/DA-related expenses in accoums 6220, 6621, and 6622, is correct and should be
incorporated in computing the “without OS/DA” discount. The Staff says that this change
should also increase the indirect cost allocator. However, the Saff opposes Ameritech
Michigan’s other rwo adjustments and otherwise supports the determinanons in the July 14,
1997 order. The Staff computes the resale discoum: without OS/DA to be 21.55% and also
recommends that the Commission not change the "with OS/DA " discount of 19.96% that was
adopted in the July 14, 1997 order.

Amezitech Michigan's first adjustment, which reduces the “without OS/DA " numerator by
OS/DA-related costs in accounts 6220, 6621. and €622, corrects a computational irregularity.
The Saff and AT&T copcede that it is appropriate. Therefore, the Cammission accepts this
adjustment. However, the other adjustments proposed by Ameritech Michigan, as well as those

proposed by AT&T and MCI, are disputes over judgmental marters that the Commission

previously rejected in its July 14, 1997 ordet. The Commission finds that those adjustments

rely on speculative assumptions, lack persuasive support in the record, and do not otherwise
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meet the standard for rehearing. Tberefore, the Commissiop revises the “without OS/DA "

discount 10 21.55%, as recommended by the Staff, and retains the "with OS/DA * discouat of

19.96%, 2s approved in the July 14, 1997 order.

Tariff Changes

Except for the wmriff provisions that are inconsistent with the common transport provisions in
the July 14, 1997 order or with other provisions of that order and 10day’s order, the Commis-

sion finds that the tariff provisions submitted by Ameritech Michigan on July 24, 1997 are

appropnate.

cjusion

The modified cost inputs approved in this order are Ameritech Michigan's depreciation
proposal and the extended TELRIC adjustment rslating to shared and common costs (but not
Ameritech Michigan's overall proposa] for allocating a pool of shared and common costs). In
addition, Ameritech Michigan shall revise those tariff provisions that are inconsistent with the
common transport obligations set forth in the July 14, 1997 order. The wariff revisions must
make clear that a competing provider subscribing to common transport is under no obligation to
use dedicated trunk ports or collocation as the means of using conmon nansport in conjunction
with other unbundled network elements to provide local exchange service. Finally, the resale
discount for competing providers that choose not to use Ameritech Michigan's OS/DA services

will be revised 10 21.55%. The Commission finds that rehearing should be denied in all other

TESpects.
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Ameritech Michigan shall rerun its cost studies with the cost mput modifications approved
in this order and shall submit those studies, together with all wriff changes necessary w
implement this order, to the Commission within 14 calendar days after this order is issued. The

cost studies shall be treated as confidential.

The Commission FIN'I?S thar:

a. Jurisdiction is pursuant to 1991 PA 179, as amended by 1995 PA 216, MCL 4842101
et seq.; MSA 22.146%(101) et seq.; 1969 PA 306, as amended, MCL 24.201 et seq.;
MSA 3.560(101) et seq.: and the Commission's Rules of Practice and Procedure, as amended,
1992 AACS, R 460.17101 et seq.

b. The inputs used in Ameritech Michigan's cost studies should be modified as set forth n
this order.

c. Ameritech Michigan’s mariffs should be inodified to be consistenr with the common
transport provisions in the July 14, 1997 order.

d. 4mcritech Michigan’s resale discount for bundled retail services should be 21.55% if
the purchasiag provider does pot obtain OS/DA services from Arcerirech Michigan.

¢. In all other respects, the petitions for rehearing should be denied.

THEREFORE, IT IS ORDERED that:
A. The modificatons to Ameritech Michigan's cost sudy methodology and proposed rates,
terras, and conditions for unbundled network elemects, interconpection services, and resale

services are approved, as discussed in this order. In all other respects, the petitions for
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rehearing are denied, and the cost methodologies and rates, terms, and conditions approved in

the July 14, 1997 order shall remain in effect.

B. Ameritech Michigan shall file toual service long run incremental cost and related stdies

and tariffs. with the modifications required by this order, within 14 calendar days.
The Commiission reserves jurisdiction and may issue further orders as necessary.

Any party desiring to appeal this order must do so in the appropriate court within 30 days
after issuapce and notice of this order, pursuant to MCL 462.26; MSA 22.45.
MICHIGAN PUBLIC SERVICE COMMISSION

/s/ John G. Strand
Chairman

(SEAL)

/s! John C. Shea
Coromissioner

/s/ David A. Svanda
Commissioner

By its action of January 28, 1998.

s/ Dorothy Wideman
Its Execurive Secretary
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